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While the link between financial capability and numeracy has been explored in 
numerous pieces of research, there is a dearth of studies that have explored the 
link between financial capability and literacy. This review pulls together the 
current evidence base that not only explores whether there is a link between the 
two but also showcases how this link can be conceptualised by focusing on skills, 
motivation and confidence. Overall, it suggests that there is a need to establish 
exactly how literacy supports financial education, and practical ways of 
implementing this. 


Introduction 

Both literacy and financial capability have gained priority in education and policy in recent 
years as their importance for everyday life has increased in the 21°t century. Recent 
developments, such as more available options for financial products, more individual 
responsibility on financial decisions as well as the new technologies and the rapid growth in 
information, have fundamentally changed the need for everyone to be functionally literate 
and financially capable. It is crucial that we support children and young people to be able to 
communicate properly to progress through education and enter the job market, and to be 
able to make informed financial decisions to avoid negative financial behaviours. 


What do we mean by FINANCIAL CAPABILITY? 


“The Financial Capability Strategy for the UK defines ‘financial capability’ as encompassing 
the financial skills, knowledge, motivation and attitudes required to make good financial 
decisions and to achieve good financial wellbeing.” (Conlon, Peycheva & Landzaat, 2018a) 


© National Literacy Trust 2018 
T: 020 7587 1842 W: www.literacytrust.org.uk Twitter: @Literacy_Trust Facebook: nationalliteracytrust 


National Literacy Trust is a registered charity no. 1116260 and a company limited by guarantee no. 5836486 registered in England and Wales and a registered 
charity in Scotland no. SC042944. Registered address: 68 South Lambeth Road, London SW8 1RL 


Nol aroyarel| 
Literacy 


Trust 


However, there are large gaps in children’s, young people’s and adults’ literacy skills and 
financial capability. 25% of 11-year-olds in England were unable to read well by the time 
they left primary school in 2018 (Department for Education, 2018a), and less than half (43%) 
of 16-year-olds failed to achieve good GCSE grades in English and maths in 2018 
(Department for Education, 2018b). Similarly, the recent PISA findings showed that one in 
four 15-year-olds from 15 countries were unable to make everyday spending decisions 
(OECD, 2017a). A survey of children and young people’s financial capability by the Money 
Advice Service showed that there is a knowledge gap around complex financial concepts. 
For example, nearly a quarter (24%) of 14- to 17-year-olds could not identify whether an 
investment made your money grow or was something that needed paying back’. 


Literacy and financial capability are also an issue for adults. Recent international data show 
that 1 in 6 (16.4%) adults in England have very low literacy, potentially causing them to 
struggle with longer texts and unfamiliar topics (OECD, 2016). Nearly a quarter of adults 
(24.2%) struggle with basic numeracy. In addition, millions of people in the UK struggle to 
budget effectively, plan for the future and make informed decisions (Bagwell, Hestbaek, 
Harries & Kail, 2014). 


The link between financial capability and numeracy has been explored in numerous pieces 
of research. For example, Lusardi (2012) discusses studies that have linked numeracy to 
retirement planning, accumulation of wealth and stock- and housing-market participation. 
Similarly, a literature review on numeracy and financial capability (Hulme & Newton, 2017) 
found that numeracy is linked to day-to-day financial management and planning ahead. A 
report by the Money Advice Service (2017a), which explored the relationship between 
numeracy and financial capability in depth, found that people with higher numeracy were 
more likely to demonstrate financially capable behaviours than those with lower numeracy, 
even when demographic variables such as income and housing tenure were controlled for. 


However, there is a dearth of studies that have explored the link with literacy even though 
some research findings have suggested a link exists. Most prominently, literacy has been 
linked to financial capability as a basic skill. For example, a study conducted by the Money 
Advice Service (Lane, Peycheva, Landzaat, & Conlon, 2017), which explored the links 
between a range of both cognitive (e.g., literacy and numeracy) and non-cognitive variables 
(e.g., self-esteem and social skills) in childhood and adult financial capability, suggests that 
literacy is as important in driving financial capabilities as numeracy (Lane et al., 2017). This 
relationship is also reflected in the financial capability outcomes frameworks developed as 
part of the Financial Capability Strategy for the UK, which place literacy as one of the basic 
skills of financial capability for both adults and children, and young people (Bagwell et al., 
2014). 


1 Money Advice Service (2017). Financial Cpability of Children, Young People and their Parents in the UK 2016: Initial results from the 2016 
UK Children and Young People’s Financial Capability Survey. 
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Research on how the concepts are linked to each other is particularly important in 
childhood and adolescence. As the Money Advice Service report on what children need to 
develop for good financial capability highlights, childhood and adolescence are vital times to 
influence skills, knowledge, mindsets, attitudes and behaviours essential to adult financial 
capability (Griffiths & Ghezelayagh, 2018). The same is true for literacy: developing reading, 
writing, speaking and listening skills in childhood provides a foundation for strong literacy 
skills later in life. Schools might also be ideally placed to support children and young people 
to develop sufficient literacy and financial skills, as parents might lack the confidence and 
skills themselves. Therefore, knowledge on the interrelationships between literacy and 
financial capability might offer practical insight into how to support children to develop the 
skills they need later in life. 


This review explores the link between literacy and financial capability for children and young 
people in primary and secondary school. The aim is to establish what the links between the 
concepts are and to build theoretical models of the interrelationships that can be 
empirically tested in the future. 


Beyond traditional models of financial capability and literacy 
Financial capability has sometimes been understood simply as financial knowledge: i.e., 


people’s understanding of financial concepts and products. Recently, there has been a shift 
to a more complex model of financial capability (e.g., children and young people financial 
capability framework developed by NPC, see Figure 1; Bagwell et al., 2014) that aligns 
knowledge and understanding with skills as well as attitudes, confidence and non-cognitive 
skills (e.g., self-regulation, motivation, perseverance and self-control). These, in turn, are 
influenced by people’s experiences and circumstances. 


It is also important to distinguish between the terms financial capability and financial 
literacy, which have sometimes been used synonymously. However, definitions of financial 
literacy have often focused on skill. For example, Johnson and Sherraden (2007) suggest 
that “financial literacy includes increases in financial knowledge and changes in financial 
behavior”. |In contrast, financial capability tends to be broader and take into account 
attitudes and behaviours. However, some organisations have defined financial literacy as a 
combination of skills, attitudes and behaviours, which is similar to financial capability. For 
example, the definition of financial literacy by OECD (2011a) treats the concept as a 
combination of awareness, knowledge, skill, attitude and behaviour. This review therefore 
refers to these types of definitions as financial capability. 
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Figure 1: Children and young people financial capability framework 
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New conceptualisations of literacy reflect the evolving definition of financial capability. 
While the initial conceptualisations of literacy have tended to focus on skills (often termed 
as the simple view of reading), it has been argued recently that the conceptualisation of 
reading needs to be much broader and also needs to take into account affective processes 
and behaviours, such as enjoyment and positive reading behaviours (Clark & Teravainen, 
2017). For example, as Figure 2 below shows, conceptualisation of reading should consider 
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variables such as enjoyment of reading, motivation and reading frequency in addition to the 
cognitive processes, which are technical and comprehension skills. 


Figure 2: Top-level tripartite conceptualisation of what is meant by ‘reading’ 


Source: Clark & Teravainen, 2017 


This broader view of reading is also supported by the academic literature and other relevant 
organisations. For example, OECD (2016) states that: 


“Changes in our concept of reading since 2000 have led to an expanded 
definition of reading literacy, which recognises motivational and behavioural 
characteristics of reading alongside cognitive characteristics.” 


Methodology 


The first step of the review was to refine the research questions. The final research 
questions were identified as: 


1. What are the current conceptualisations of financial capability and literacy? 
2. What are the direct links between literacy and financial capability? 
3. What are the indirect links between literacy and financial capability? 


After refining the research questions and agreeing key definitions, a search strategy was 
developed. Due to the exploratory nature of the project, the search terms continued to 
evolve throughout the project and new search terms were formulated based on the initial 
findings. Figure 3 below presents the research process of this review. 
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Figure 3: The research process of this review 
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Link between reading and financial capability skills 

A report produced by the Welsh Assembly Government (2007) on financial literacy clearly 
highlights how literacy is closely related to financial skill. For example, it states how people 
with poor basic skills like reading, writing, speaking and mathematics often also have poor 
financial literacy skills (Welsh Assembly Government, 2007). Poor basic skills might limit a 
person’s knowledge, skills and understanding needed when dealing with financial matters 
(Welsh Assembly Government, 2007). Indeed, the same report also cites the Adult Financial 
Literacy Advisory Group (AdFLAG), which has found that a lack of financial skills is often a 
direct result of poor basic skills such as literacy and that there is a link between the need for 
adequate basic skills in numeracy, literacy and financial skills (Welsh Assembly Government, 
2007, p. 5). 


The report also suggests that the lack of financial skills leads to a lack of confidence, which 
means these people are more likely to fall victim of fraud, may not be receiving benefits 
they are entitled to, or find it more challenging to keep track of day-to-day finances (Welsh 
Assembly Government, 2007). The report identifies six key areas of literacy and shows 
examples of some of the financial activities they underpin. For example, reading 
comprehension is required for reading ‘a booklet from a bank explaining different accounts’, 
listening comprehension for listening ‘to a simulated set of instructions about services 
available via telephone banking/utilities’, and vocabulary, word recognition and phonics in 
order to ‘read and understand key words linked to using an account, e.g. credit and debt’ 
(Welsh Assembly Government, 2007). 


Similarly to the literacy skills required to understand financial matters highlighted above, 
the Financial Literacy Competence Model created at the German Institute for Adult 
Education includes six financial literacy domains sub-divided into dimensions of knowledge, 
reading, writing and numeracy including potential requirements for everyday life (Project 
CurVe, 2017). This model links literacy to financial skills by including both reading and 
writing as everyday requirements for financial literacy competencies. Moreover, the model 
links reading and writing skill to all the sub-domains of financial literacy such as income, 
taxes, spending decisions, loans and pensions plans. We have reproduced the model in 
Appendix 1 of this review. 


Other evidence from both national and international sources also highlights that literacy is 
indeed associated with financial capability as a basic skill. Findings of the Programme for 
International Student Assessment (PISA), which tests 15-year-old students across the OECD 
countries, have shown that there is a strong positive correlation? between financial 
capability and reading (OECD, 2017a). Earlier PISA results from 2012 had already indicated 
that 75% of the financial capability score could be explained by performance in 


2 More specifically correlation of 0.75 
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mathematical and/or reading assessment (OECD, 2014). Indeed, the PISA 2015 financial 
literacy framework (OECD, 2017b) discusses the impact of other domain skills, such as 
reading and mathematics, on financial literacy, which they define similarly to our financial 
capability definition. It highlights that “capacity to read and interpret the language of 
financial documents (...) is regarded as part of financial literacy”. 


The Financial Capability Outcomes Framework for adults, children and young people 
(Bagwell et al., 2014) has also identified literacy as a basic skill of financial capability. The 
evidence presented in the report highlights that for adults, low literacy means facing a range 
of barriers to positive financial behaviour, such as the inability to access the necessary 
information. The report also highlights that while not all people with poor literacy and 
numeracy skills have low financial capability, there is also evidence that people with no 
qualifications do struggle with choosing appropriate products (Bagwell et al., 2014). Indeed, 
a recent Financial Lives Survey by the Financial Conduct Authority (FCA, 2017) has included 
having no qualifications as a factor associated with “potential vulnerability”, defined to take 
into account a range of characteristics and covering for example those who may suffer 
disproportionately if things go wrong and those who may be less able to engage with their 
finances or with financial services. The survey found that 68% of adults with no 
qualifications are potentially vulnerable. 


A paper by Sole (2014) highlights that several skills are needed to be able to read financial 
documents. One must have a familiarity with economic terms, strong vocabulary, high level 
of reading comprehension, and strong mathematical and analytical skills. Her study (2014) 
found that university students did not perform well in the financial capability tasks. The 
results of the study showed that while students struggled with concepts such as 
understanding an effective tax rate (see Figure 4 for sample question), when they were 
explained, a number of students found computing the questions relatively easy (Sole, 2014). 
This indicates that the difficulties were caused by reading comprehension and cognitive 
skills rather than by their ability to perform mathematical calculations. This demonstrates 
the importance of having a variety of skills, including reading, to be financially capable. 
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Figure 4: Sample question highlighting the various skills needed to be financially capable 
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A recent analysis of the OECD Survey of Adult Skills data (PIAAC; Bhutoria, Jerrim & Vignoles, 
2018) highlights how most financial literacy questions focus on higher-level financial 
concepts, while PIAAC focuses on questions building on numeracy and literacy skills, along 
with applying knowledge to a real-world financial situation (Bhutoria, Jerrim & Vignoles, 
2018). Similarly, the Financial Services Authority (FSA; 2005) argues that to be able to apply 
knowledge and understanding in order to manage money and make appropriate financial 
decisions requires a range of specific skills that need to be underpinned by basic levels of 
literacy and numeracy. The FSA also argues that someone who doesn’t have sufficient 
literacy and numeracy skills or hasn’t developed coping strategies to overcome the lack of 
skills would not be able to engage in financially capable behaviours such as managing 
money, planning ahead, making choices or getting help when they need it. Therefore, 
measuring financially capable behaviour implicitly also tests literacy and numeracy (FSA; 
2005). This implies that literacy is in fact inherent to financial capability. 


Data from the 1970 British Cohort Study supports the idea of literacy being part of financial 
capability as a basic skill. An analysis of the data by the Money Advice Service (Lane et al., 
2017) explored links between cognitive and non-cognitive skills and behaviour in childhood 
and adolescence, and financial outcomes in adulthood. Their results showed that a cognitive 
ability score (which includes literacy) at age 5 and age 10 is linked to regular saving, pension 
saving, net wealth and financial self-assessment in adulthood. Interestingly, cognitive ability 
at age 16 was only linked to pension saving of all the financial outcomes. Cognitive ability at 
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ages 5 and 10 was also linked to being economically active in adulthood (Lane et al., 2017). 
This shows that childhood literacy skills are crucial for being financially capable later in life. 


Literacy and financial capability linked through 


socioeconomic factors 

Literacy as a skill needed for financial capability becomes particularly important, especially 
when considering differences in skills as socioeconomic factors have been associated with 
both literacy and financial capability. Numerous studies have found a relationship between 
financial literacy and socioeconomic background for both adults and young adults (Lusardi, 
2015). Recent PISA findings (OECD, 2017a) of 15-year-olds across 10 countries show 10% of 
the variation in student performance in financial capability can be explained by 
socioeconomic status. Similarly, findings in relation to literacy show that students from 
lower socioeconomic backgrounds have poorer literacy outcomes. For example, in 2018, 
60% of pupils receiving free school meals achieved expected levels in reading at age 11, 
compared with 75% of their peers not receiving free school meals (Department for 
Education, 2018a). 


Looking at adults, the link between literacy and financial capability can be established 
particularly through employment and wages. As Bagwell and her colleagues (2014) argued, 
there is a link between literacy and financial wellbeing as a result of the impact of low 
literacy on employment rates: a quarter of men and almost a third of women with low 
literacy skills live in non-working households, which in turn is likely to have a negative 
impact on financial wellbeing. Atkinson (2007), who explored the financial capability of 
adults with literacy and numeracy needs, found that adults who were identified as having 
difficulty reading English and were born in the UK (to control for English as an additional 
language) were six times more likely to struggle at making ends meet if they were also 
unemployed. These findings suggest that low literacy combined with unemployment might 
increase the risk of low financial capability. 


Model of literacy and financial capability through skills 

While a wealth of evidence suggests that there is a link between literacy and financial 
capability through skills, no studies exploring contemporary UK children and young people’s 
data were found to support the link directly. However, based on the findings discussed 
above, and taking into account findings related to the socioeconomic background, we 
propose the following model of the relationship between literacy and financial capability as 
basic skills. 
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Figure 5: Theoretical relationship between literacy and financial capability through skills 
and socioeconomic background 


Moving on from skills: non-cognitive factors 

As Webley and Nyhus (2013) highlight, it is worth bearing in mind that better financial 
information does not necessarily result in positive financial behaviour. This shows that 
focusing on the link between literacy and financial capability only as a skill would be too 
narrow a view. Indeed, as the definitions of financial capability show, it is not only a skill but 
also comprises other non-cognitive factors. For example, research by the Money Advice 
Service (Conlon et al., 2018b) has included ‘mindset’ as one of the composite measures of 
financial capability. This is defined as “children’s values and attitudes towards money” 
(Conlon et al., 2018b). Similarly, it is known that affective variables such as enjoyment and 
motivation are linked to literacy skill. For example, the PISA results in reading (OECD, 2011b) 
have shown that one could predict nearly a fifth of the differences in students’ reading 
scores based on how much they enjoy reading, with enjoyment explaining 18% of the 
variation in reading performance. 


Both literacy and financial capability have been shown to be closely linked to non-cognitive 
factors, especially motivation. Motivation means to be moved by something and therefore 
acts as an impetus for action (Ryan & Deci, 2000). Indeed, motivation has long been known 
to be a key driver of individual behaviour (Mandell & Klein, 2007). This section will explore 
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how motivation and other non-cognitive factors are linked to both financial capability and 
literacy, and it will also explore the interrelationships between all three concepts. 


How is financial capability linked to non-cognitive factors? 
A survey of children and young people conducted by the Money Advice Service (Griffiths & 


Ghezelayagh, 2018) found that ‘mindset’, defined as children’s values and attitudes towards 
money, is directly linked to financial capability behaviours. In fact, the research tested which 
variables predicted financial capability when all variables were simultaneously considered, 
and it was able to conclude that financial mindset along with connection (i.e., engagement 
and access to financial products/services) were more important elements of financial 
capability to children’s financial behaviour than skill (Griffiths & Ghezelayagh, 2018). 


Mandell and Klein’s (2007) research based on the JumpStart survey, a large-scale biennial 
survey of financial literacy among high-school students in the US that assesses various 
factors relating to financial knowledge and skill, found that motivation in general is an 
important driver of financial skills. In particular, their results showed that students’ 
perceptions of future goals as a motivational construct were related to financial knowledge 
and skill. The authors suggest that as a result, financial education programmes should 
“address student expectations and challenge them to develop a financial plan that will lead 
to success” (Mandell & Klein, 2007). 


Interest in financial matters, which is closely related to motivation, is also known to be 
connected to financial capability. For example, Luhrmann, Serra-Garcia and Winter (2013) 
state that teenagers’ interest is a first step towards increasing their financial knowledge and 
engagement with financial matters in the future. Their study of the impact of short financial 
education programmes for teenagers showed that even a relatively short financial 
education programme increases their knowledge of financial matters and also their interest 
in them (Luhrmann, Serra-Garcia and Winter, 2013). 


Some evidence also suggests that persistence, a component of the expectancy-value theory 
of motivation (Wigfield & Eccles, 2000), is linked to financial capability. Often called 
‘perseverance’ in literature related to financial capability, it has been identified as part of 
the ‘mindset’ variable in the Children and Young People’s Financial Capability Framework 
(Bagwell, Hestbaek, Harries & Kail, 2014). Indeed, evidence presented as part of the 
frameworks shows that perseverance might be linked to children and young people’s 
financial capability. For example, the 2012 PISA study (OECD, 2014) found even when scores 
in mathematics and reading are accounted for, 15-year-olds who agreed that ‘when 
confronted with a problem, | give up easily’ scored lower in their financial capability than 
those who disagreed. 
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All contemporary theories of motivation also include a concept related to beliefs about 
competence (Cook & Artino, 2016). This is closely related to confidence, which is also 
associated with financial capability. For example, a study of Canadian adults found that 
financial confidence is a predictor of financial outcomes associated with day-to-day money 
and debt management as well as important for understanding many planning and saving 
outcomes (Palameta, Nguyen, Hui & Gyarmati, 2016). Interestingly, these findings also 
showed that people with high levels of confidence achieve good outcomes in these areas 
even if they have relatively low levels of knowledge (Palameta, Nguyen, Hui & Gyarmati, 
2016). Similarly, the Children and Young People’s Financial Capability Survey by the Money 
Advice Service (2017b) found that children’s confidence managing money is associated with 
positive financial capability and financial behaviours. For example, they found that nearly a 
quarter of the children who are not confident would choose to save every or most times 
they have money compared with over half of those who are confident (Money Advice 
Service, 2017b). 


How is literacy linked to non-cognitive factors? 

As becoming literate is an activity that requires effort, it is expected that children need to be 
motivated to practise to achieve sufficient skills. Numerous studies that have explored 
motivation and literacy have found a relationship between the concepts. For example, 
motivation is known to be linked to time spent engaging in reading activities (McGeown, 
Osborne, Warhurst, Norgate & Duncan, 2015) and therefore unsurprisingly reading 
motivation and reading amount have been found to be important predictors of reading 
literacy (Becker, McElvany & Kortenbruck, 2010). Reading motivation has also been linked to 
specific sub-skills of reading. For example, Wang and Guthrie (2004) found that intrinsic 
motivation predicted text comprehension. 


Related to motivation in literacy are perceptions of efficacy, which also help determine how 
much effort people will expend on an activity and how long they will persevere (Pajares, 
1996). This clearly has implications for literacy development as children who don’t see 
themselves as capable of completing the goals are unlikely to persist and master them. 
Indeed, studies have found that students who don’t believe in their own reading abilities try 
to avoid challenging reading activities (Carroll & Fox, 2017). 


The interrelationships between financial capability, literacy and non- 
cognitive factors 

The latest PISA results (OECD, 2017) showed that pupils’ learning motivation is linked to 
their financial capability scores, with those who are motivated having higher scores. 
However, this relationship becomes weaker when mathematics and reading scores are 
accounted for. This might suggest that while motivation is linked to financial capability, it 
might be mediated by reading score, i.e., literacy and mathematics skills. This in turn might 
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indicate that motivation to become financially capable in itself is not sufficient to result in 
positive financial skills and behaviour but needs to be combined with literacy and numeracy. 


However, not a single study was found that has explored the link between literacy, financial 
capability and non-cognitive factors in more depth. This raises the question about whether 
it is actually appropriate to assume that a link exists between these concepts through non- 
cognitive factors. While this review was not able to determine whether there is a direct 
relationship between the non-cognitive components of reading and financial capability, 
some indication of the possible relationship was found by exploring domain specificity in 
motivation, that is whether motivation is specific to a particular subject. 


A study of 722 pupils that explored the domain-specificity of motivation in upper primary 
school found indications that motivations in various subjects are correlated (Hornstra, van 
der Veen & Peestma, 2016). While the findings showed that overall the motivational 
constructs in language and mathematics were domain-specific in nature, the authors also 
highlight that compared with previous studies in secondary or higher education, the degree 
of domain-specificity in upper primary school is limited as there are strong cross-domain 
correlations. They found that achievement goals in particular were highly domain-general 
(Hornstra, van der Veen & Peestma, 2016) suggesting that the reasons pupils have for 
engaging in achievement tasks might be general across the subjects. This indicates that 
certain types of motivation can be generalised across areas. 


Similarly, Green, Martin and Marsh (2007) have pointed out that findings from research 
exploring domain specificity in academic motivation have been mixed, and indeed their own 
findings showed that the while motivation seems to be subject-specific, the level of domain 
specificity varied across the motivation and engagement constructs. For example, the 
results showed that while between-subject correlations for motivational constructs such as 
valuing (e.g., ‘Learning in this subject is important to me’) were low, some, such as task 
management (e.g., ‘When | study, | usually study in places where | can concentrate’) and 
anxiety (‘When exams and assignments are coming up, | worry a lot’), were more strongly 
correlated across subjects (Green, Martin & Marsh, 2007). Interestingly, as constructs such 
as task management are linked to positive engagement in learning more generally, these 
findings might suggest that motivation in an academic context, especially in primary school, 
could be linked to both literacy and financial capability. 


Some aspects related to motivation — such as confidence — might also act as a mediator 
between financial capability and literacy. As confidence can be defined both as a trait and as 
a situationally specific concept (Norman & Hyland, 2003), it can be hypothesised that it can 
be transferred from one subject to another, that is confidence in literacy might be 
transferable to financial confidence and vice versa. However, no studies were found which 
would have explored the relationship by focusing on confidence. 
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Model of literacy and financial capability including non- 


cognitive factors 

Our review shows that in addition to skills, the link between financial capability and literacy 
can be theoretically formed through non-cognitive factors. However, as before, we did not 
find any studies that specifically explored the interrelationships between the concepts. The 
model proposed below places domain-general non-cognitive variables as the central 
element connecting literacy and financial capability. It posits that non-cognitive factors 
might potentially explain the link between literacy and financial capability. 


Figure 6: Model of reading and financial capability connected by domain-general non- 
cognitive variables 


Role of schools 

Although it is known that families are a primary source of financial socialisation (Sherraden, 
Johnson, Guo & Elliott, 2009), they can’t provide all the financial knowledge and skills 
children need when they grow older. For example, research by the Money Advice Service 
(2017b) found that only three in five parents feel confident talking to their children about 
money. Indeed, as the All-Party Parliamentary Group (APPG) on Financial Education for 
Young People report (2016) highlights, schools play an important role in ensuring young 
people develop the confidence and skills they need to manage their finances. Therefore, 
there is a very clear need to focus on financial education as well as literacy in schools. 


However, the role of schools is not straightforward. Schools face barriers in teaching 
financial capability and literacy. One of the barriers teachers face in terms of both literacy 
and financial capability is lack of confidence. The APPG on Financial Education for Young 
People report (2016) found that there are significant concerns about current levels of 
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teacher confidence in teaching financial education. Similarly, a survey of teachers by the 
National Literacy Trust found that teachers lack confidence in literacy pedagogy, particularly 
around assessment and in teaching specific groups such as those on free school meals (Clark 
& Teravainen, 2015). 


A meta-analysis conducted by Fernandes, Lynch Jr. and Netemeyer (2014) found that 
interventions designed to improve financial knowledge and skills only explain 0.1% of the 
variance in financial behaviour. The authors hypothesise that one of the reasons is possibly 
a lower level of teacher training and expertise compared with other subjects. This 
hypothesis is supported by survey findings of the APPG on Financial Education for Young 
People, which showed that only 17% of secondary-school teachers have received training or 
advice on teaching financial education or are aware that a colleague has received training 
(The APPG on Financial Education for Young People report, 2016). 


Moreover, the authors suggest that future financial education could focus on teaching ‘soft 
skills’ such as propensity to plan, confidence to be proactive and willingness to take 
investment risks more than content knowledge about financial concepts (Fernandes, Lynch 
Jr. & Netemeyer, 2014). This highlights the need to focus on non-cognitive aspects in 
financial education. A wealth of research has shown that non-cognitive variables such as 
motivation are very closely linked to attainment, thereby highlighting the need to focus on 
those in literacy education. 


Next steps 

This review has shown that literacy is linked to financial capability as a skill and highlighted 
evidence that the link between the concepts might be formed through non-cognitive 
factors. While it would be inappropriate to assume that low literacy skills are automatically 
linked to poor financial capability, the findings on both financial capability and literacy 
indicate that the same people, particularly those from lower socioeconomic backgrounds, 
might be at risk of struggling with both low literacy and financial capability. Combining this 
with the findings around non-cognitive factors, the relationships between these complex 
multi-dimensional constructs highlights the need to explore the interrelationships further, 
particularly in the schools’ space. 


Not a single study was found that has explored the link between components of literacy and 
financial capability directly taking into account the comprehensive definition of the concepts 
beyond skill. In particular, there is a lack of research in these variables and how they interact 
in childhood and adolescence. 


We will address these gaps by conducting a survey of children and young people. This 
survey will: 
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e Explore the skills aspect of literacy and financial capability by testing how the skills 
aspect of reading and financial capability relate to each other. 

e Explore the interrelationships between reading and financial skills, motivation and 
attitudes. This will particularly focus on determining the importance of the non- 
cognitive factors in the model with both literacy and financial capability. 
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Appendix 1 


The Financial Literacy Competence Model adapted from the German Institute for Adult 


Education (Project CurVe, 2017) 


essential meaning of content 
descriptions, promotional 


Financial Subdomain Everyday requirements in Everyday requirements in 
capability reading writing 
domain 
Revenue Income Can read and extract the Can communicate in writing 
essential meaning of with employer (e.g. 
employment contracts and recording overtime) 
pay slips 
Welfare and Can read and extract the Can fill in application forms; 
benefits essential meaning of notices | can communicate in writing 
of performance with authorities 
Assets Can read and extract the Can formulate sales offers 
essential meaning of tables 
of information 
Financial Can read and extract the Can write or fill in an 
support essential meaning of a application 
notification of approval or 
rejection 
Money and Monetary Can pick out or read off 
payments system appropriate values from 
conversion charts 
Payments Can read and extract the Can fill in bank and payment 
essential meaning of account | forms 
statements; can read 
transfer forms or vouchers; 
can read and extract the 
essential meaning of fee 
statements 
Investment Can read and extract the Can fill in contract forms 
essential meaning of 
information material and 
contracts 
Taxes Can read and extract the Can communicate with 
essential meaning of tax authorities in writing; can 
declaration forms; can read appeal against tax 
and extract the essential assessments 
meaning of tax assessments 
Expenditure and | Shopping Can read and extract the Can write shopping lists; can 
purchases essential meaning of product | formulate or fill in orders 
descriptions; can read and 
extract the essential 
meaning of general terms 
and conditions of purchase 
Offers Can read and extract the Can communicate in writing 


with providers (e.g. to geta 
quote) 
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material and test results 


Spending Can read and extract the Can communicate in writing 
decisions essential meaning of with providers; can 
contracts; can read and formulate cancellations of, 
double check bills terminations of and 
amendments to transactions 
Benefits, Can read and extract the Can fill in an application (e.g. 
bonuses essential meaning of for exemption from a radio 


and exemption 


assessments (e.g. 
exemptions from 
requirement of TV and radio 
licences) 


and TV licence) 


Budgeting Overview Can identify items of Can keep and maintain 
information from documents | inventories and other 
(e.g. subject, reference, records 
sender, date, etc.) 
Weekly and Can read account Can make entries in a cash 
monthly statements; can read and book or ledger; can list 
planning extract the essential income and expenditures 
meaning of contracts 
(deadlines, time and amount 
of recording, etc.) 
Annual planning | Can read account Can list income and 
statements; can read and expenditures 
extract the essential 
meaning of contracts 
(deadlines, time and amount 
of recording, etc.) 
Risk and crisis Can read and extract the Can formulate objections; 
management essential meaning of utility can make a request for 
bills; can read information payment in instalments 
regarding subsequent 
payments for electricity and 
tax 
Saving Can read and extract the 
essential meaning from 
information material 
Borrowing Loans Can read and extract the Can fill in an application 
money essential meaning of credit form for a credit agreement; 
and debts agreements can formulate the 
cancellation of a credit 
agreement 
Hire purchase Can read and extract the Can fill in hire purchase 
essential meaning of forms (e.g. online forms) 
estimates or quotations 
Borrowing Can fill in or formulate a 
money promissory note or |OU 
Making Pension plan Can read and extract the Can communicate with 
provisions essential meaning of a authorities in writing; can 


and insurance 


pensions statement 


formulate an application 


Insurance 


Can read and extract the 


Can fill in insurance forms; 
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essential meaning of test 
results and information 
material; can read and 
extract the essential 
meaning of insurance 
contracts 


can formulate terminations; 
can formulate notifications 
of claim 


Reserves and 
capital 
investment 


Can read and extract the 
essential meaning of 
information material; can 
read and extract the 
essential meaning of 
contracts 


Can write terminations; can 
communicate in writing with 
banks and insurance 
organisations 
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